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About Index Investor LLC

e Since 1997, the mission of Index Investor and Retired Investor has been to
help investors, corporate, and government leaders better anticipate, more
accurately assess, and adapt in time to emerging macro threats

* We provided early warning of the 2000, 2008, and 2020 crashes

* Index Investor is affiliated with Britten Coyne Partners and the Strategic
Risk Institute LLC

e Britten Coyne has offices in London and Denver, and advises clients how to
establish methods, processes, structures, and systems that enable them to
avoid strategic failures

e The Strategic Risk Institute provides online and in-person courses leading
to a Certificate in Strategic Risk Governance and Management



https://www.indexinvestor.com
https://www.retiredinvestor.com
https://www.brittencoyne.com
https://www.strategicriskinstitute.com

Agenda

* Our Goals and the Underlying Forecasting Challenge We Face

* Multipath Methodology

* Slowly Changing Trends and Tipping Points

 Critical Uncertainties, Probabilities, and Scenarios

* Prospective Hindsight: Finding Paths that Lead to Each Macro Regime
* Conclusions and Implications

* How to Further Improve Your Forecast Accuracy



The Challenge: Forecasting
Macro Regimes at a 36 Month
Time Horizon



Background

* At the Index Investor, we provide insights about the evolving
dynamics of the global macro system, and early warning of emerging
threats that lie beyond the detection horizon and analytical
capabilities of quantitative algorithmic methods

* Our goal is to identify and analyze the interaction of deep trends and
uncertainties in a range of issue areas in order to accurately forecast
the probabilities of four possible macro regimes, at 12 and 36 month
time horizons

 Normal Times (e.g., when equities deliver the best relative returns)

* High Uncertainty (e.g., short Treasuries, foreign bonds, Swiss Franc)

e High Inflation (e.g., real return bonds, property, commodities)
 Persistent Deflation (e.g., long term bonds, consumer staples equities)



Regimes Emerge from a Complex Adaptive System
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Our Forecasting Process Has Three Anchors

* The first is the what we learned from four years on the Good Judgment
Project

e Ask the right forecasting questions! What are the key causal drivers and critical
uncertainties that underlie the target of your forecast?

 When answering them, start with Base Rates, then use new high value evidence to
update your estimates over time

* In the cases of unique events and evolving systems, these base rates are inescapably noisy

* Be ever alert to surprises. They warn that your mental model is wrong, and may
indicate substantial discontinuities lie ahead

* As Thomas Schelling famously noted, “There is a tendency in our planning to confuse
the unfamiliar with the improbable. The contingency we have not considered
seriously looks strange; what looks strange is thought improbable; what is
improbable need not be considered seriously.”

* The second is Pirolli and Card’s dual top-down and bottom-up model of
foraging and sensemaking in complex adaptive systems, as described by
the graphic on the next slide



Pirolli & Card’s Foraging/Sensemaking Model
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Our Third Anchor: The Macro System’s Deep
Historical Dynamics

Beneath the drivers and uncertainties in different issue areas, our reading of history and complex
adaptive systems theory suggests that there are even deeper dynamics at work, which are driven
by interacting degrees of system order/disorder and social cooperation/conflict

This yields four different states. A crude reading of history suggests they last for roughly ten years

Growing disorder and conflict of the 1930s gave way to the more ordered but still conflict ridden
1940s, which in turn evolved into the relatively more ordered and cooperative 1950s., which gave
way to the increasingly disordered, but still cooperative 1960s, and then the disordered and
relatively conflict ridden 1970s

The system became more ordered again as conflict intensified in 1980s, which ended with the fall
of the Berlin Wall and dissolution of the Soviet Union. This was followed by the more ordered and
cooperative 1990s. Once again disorder increased during the 2000s, and in the just ended 2010s
it grew worse and cooperation gave way to much higher levels of domestic and international
conflict

Assuming this model of macro dynamics has some predictive validity, in the 2020s conflict will
increase. However, that should also drive the system towards a more ordered state (e.g., due to
heightened fear of new existential threats, such as more powerful and aggressive China)



The Macro System’s Deep Historical Dynamics
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